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Abstract: Local Government Financial Report (LGFR) is one form of local government 
transparency in financial reporting for a period.  The study aims to determine the effect of 
characteristics as proxied by the assets and size of local government, and complexity as 
proxied by the number of LGFRs and size of Legislature on the extent of financial report 
disclosure of local government. The data employed in this study are Local Government 
Financial Reports from 9 Municipal Governments and 18 Regencial Governments in West 
Java for the period 2014-2017. The results of this study suggest that the asset and size of 
local government have a positive effect on the degree of financial report disclosure of local 
government. On the other hand, the number of LGFR and legislature size has no effect on 
financial report disclosure of local government.  
Keywords: local government asset; local governement size; number of LGFR; legislature 
size; financial report disclosure 
1. Background  
Good governance is a procedure adopted in the government agencies to create clean, 
transparent, and accountable governance. Good governance is closely related to how 
governments manage and implement their autonomy in their respective region (Maulana & 
Handayani, 2015). Government as the party that runs the administration, development, and 
public services is required to be transparent in financial management in order to build a clean 
government (Setyaningrum & Syafitri, 2012). One appropriate effort to increase 
transparency is to prepare Local Government Financial Reports based on Government 
Accounting Standards (GAS). Government accounting standards have a role and legal force 
in improving the quality of government financial reports (Suhardjanto & Yulianingtyas, 
2011). 
Financial report disclosures can be classified into 2 categories: mandatory disclosure 
and voluntary disclosure  (Suhardjanto & Yulianingtyas, 2011). In Indonesia, local 
government financial reports had average mandatory disclosures of 22% , 51,56% 
(Suhardjanto & Lesmana, 2010),  and 55% (Budiarto & Indarti, 2019). This suggests that 
local governments have not fully disclose the mandatory items in their financial reports. This 
phenomenon deserves further analysis to identify the factors that increase the mandatory 
disclosure in local government financial reports, especially in West Java.  
Government Accounting Standards are accounting principles applied in preparing 
and presenting government financial reports (Government Regulation No.71/2010). 
Government accounting standard represents cash toward accrual basis transition. Upon this 
standard, income, expenditure, and financing are recorded on a cash accounting basis, while 
asset, debt and equity are recorded on an accrual accounting basis. Thus, the government 
accounting standards are requirements that have legal force intended to improve the quality
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of government financial reporting. The government accounting standard stipulates two types 
of reporting: mandatory disclosure and voluntary disclosure. The former requires local 
government to disclose mandatory information in compliance with the applicable law, and 
the latter discloses only supplementary information.   Conformity between the format of the 
preparation and submission of financial reports with the established accounting standards 
will reflect the quality, benefits, and capabilities of the financial statements themselves 
(Suhardjanto et al., 2010). 
The current study ties well with an earlier research by (Setyaningrum & Syafitri, 
2012)., that measures compliance compared to disclosure. It employs assets, size and 
complexity of local government as the variables that are assumed to have an effect on local 
government financial reporting (Pratama et all, 2015). Complexity as proxied by legislature 
size and number od LGFR is used in this study to illustrate the number prioritized 
administrative matters in regional development (Khasanah & Rahardjo, 2014). 
 The study is interesting because, first, similar studies have been conducted in private 
companies (Pradipta 2015; Dewi & Yasa 2017; Nurkhin 2009; Sulisnaningrum & Prabowo 
2017; Wahyuningsih et al., 2016). Second, earlier studies on the extent of disclosure in local 
government financial reports revealed the results that remain inconsistent. (Setyaningrum & 
Syafitri, 2012) found that local asset and legislature size have a significant effect on the 
degree of mandatory disclosure in LGFR. On the other hand, local government size and 
number of LGFR have no significant effect on the degree of mandatory disclosure in LGFR. 
Suhardjanto et al (2010) revealed different results as he found that it was only balance fund 
and educational background of the regional head that constitute the predictors of government 
compliance with mandatory disclosure. Based on earlier studies with inconsistent results, we 
attempt to conduct reassessment to determine what factors are more important for the degree 
of disclosure in local government financial reporting. 
2. Theoretical Framework 
2.1. Agency Theory in Public Administration  
Government institutions are large and complex organizations and, therefore, they have to be 
managed properly. The management of public organizations, like that of private sector 
organizations, is carried out by a group of people authorized to do so. In the private sector 
shareholders are known as principals and authorized persons are called agents (Pratiwi & 
Aryani, 2016). 
Mulyani & Wibowo (2017) maintain that in agency relationship there are two parties 
who will enter into an agreement or contract, namely the party that will give authority or 
power (the principal) and the party that will receive the authority (agent). In an organization, 
it is a vertical relationship, that is, between the superior (the principal) and the subordinate 
(the agent). The theory of the relationship between the two parties is popularly known as 
agency theory. Agency relationships are more often discussed in the context of business-
oriented company management. The theory that describes principal-agent relationship 
rooted in, among others, economic, decision, sociological and organizational theories. This 
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agency relationship gives rise to an asymmetric information problem where one party has 
substantially more information than the other.  
2.2. Local Government Financial Report  
According to Law No. 71 of 2010, local government financial records are ones that present 
government operational activities as well as the position of assets and liabilities that can be 
met by local governments. Among the components of government financial report are Notes 
to Financial Statements (NFS). Government Regulation no 71 of 2010 describes that Notes 
to Financial Statements include narrative explanations or details of the figures listed in the 
Budget Realization Report, financial position, and Cash Flow Statement. Notes to the 
Financial Statements are very important as a consideration in decision making to avoid 
misunderstandings that might occur between the presenter and the user of the reports. As 
stipulated in Law no 71 of 2010, Notes to the Financial Statements includes the following: 
a. Disclosure of general information about the reporting and accounting entities; 
b. Presentation of information about the fiscal or financial and macroeconomic policies; 
c. Summarized presentation of financial target for the reporting year and the obstacles 
and constraints to achieving the target; 
d. Presentation of information about the basis for financial report preparation and 
accounting policies chosen to be applied in transactions and other important events;  
e. Presentation of details and description of each post on the front page of financial 
report; 
f. Disclosure of information as required by Government Accounting Standard that has 
not been presented on the front page of financial report; and 
g. Presentation of supplementary information for an unqualified presentation not 
presented on the front page of financial report.  
2.3. Disclosure of LGFR in NFS 
Disclosure, in case of financial reporting, can provide information and explanation of how 
the results of the activities of a business unit were achieved (Khasanah & Rahardjo, 2014). 
In accordance with the statement in Government Regulation Number 24 of 2005, the 
financial reports are prepared to provide relevant information regarding the financial position 
and all transactions carried out by a reporting entity over one reporting period. The 
information provision is for the realization of transparency by providing open and fair 
financial information to the public. This was done because public has a right to know openly 
and comprehensively the responsible management of resources entrusted to the government 
and their adherence to the laws and regulations. Government Regulation no 71 of 2010 
describes that Notes to Financial Statements include narrative explanations or details of the 
figures listed in the Budget Realization Report, financial position, and Cash Flow Statement.  
2.4. Characteristics 
Characteristics are special traits that correspond to certain typicality of one’s character and 
performance that make a person’s behavior can easily be noticed (Aziz, 2016). By 
characteristics here we mean certain typicalities inherent in local governments that 
differentiate them from one another (Suhardjanto & Yulianingtyas, 2011). The 
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characteristics of local government in this study are proxied by two variables—local assets 
and local government size.  
2.5. Local Government Assets  
Regional asset is illustrated by the performance of local governments in generating revenue, 
both from local revenue and other legitimate revenues.  Local governments with 
considerable assets tend to provide good information and their financial reports will be 
presented comprehensively as the realization of their accountability (Ramdhani, 2016). 
Local government assets are proxied by Locally-Generated Revenue (LGR) because the 
latter is the only financial source that comes from managing local government resources 
(Artha et al., 2016). 
2.6. Local Government Size 
Size is an element in organizational structure (Patrick, 2007). The size of the government is 
proxied by the total assets, which are the resources used to carry out its operational activities 
(Maulana & Handayani, 2015). Regional assets are part of the preparation of the initial 
regional balance sheet. The asset components in a financial position include fixed asset or 
current asset and inventory items. Regardless of the amount of assets included in the regional 
balance sheet, the management of regional assets is a very important component in the 
presentation of financial statements (Yusuf, 2010).  
2.7. Complexity  
By complexity we mean the state and factors in the internal and external environment that 
can affect the organization. Complexity in the government can mean a condition where 
various factors with diverse characteristics affect the government either directly or 
indirectly. The complexity of government is proxied by the number of Regional Working 
Unit (SKPDs) and the legislature size of local government (Martani & Zaelani, 2011).  
2.8. Number of SKPDs 
The number of Regional Working Unit (SKPDs) is the number of organizational units that 
represent the functional differentiation of local governments in Indonesia. The government 
is divided into a number of different units, called SKPDs or OPDs. SKPDs have a position 
as elements that help regional heads (Suhardjanto et al., 2010). 
2.9. Legislature Size 
The size of the legislature is indicated by the number of legislators or the Regional 
Representative Council member (DPRD) (Kiswanto., 2016). DPRDs are the representative 
institutions of the local people in Indonesia that play an important role as an element of 
regional government administrators in the supervision of regional finances (Winarna & 
Murni, 2007). DPRD members consist of members of political parties who are elected based 
on the general election results. In the regional government structure the DPRDs are located 
in three administrative regions; Provincial DPRD located in the provincial capital, Regencial 
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DPRD in the regency capital, and municipal DPRD located in the municipal district (Sari et 
al., 2016).  
3. Hypothesis Development  
Local government with larger assets will bear higher oversight cost to meet the public 
demand for transparency compared to those with smaller assets. Local government assets 
indicate the prosperity level of the region. Locally-generated revenue is indicative of local 
government asset.  It is one source of regional income that originates from its own region 
which can illustrate the level of regional autonomy (Santosa & Rahayu, 2005). 
 According to Setyaningrum & Syafitri (2012) local government asset is positively 
correlated with an increased degree of disclosure in financial reporting. Studies by (Hilmi & 
Martani, 2012) and (Lasward et al., 2005) revealed that local assets are positively and 
significantly correlated with the degree of disclosure in regencial/municipal government 
financial reports. The larger the local asset, the higher the degree of disclosure in local 
government financial reports will be. This holds true because larger assets means larger 
resources available. Based on the findings of previous researches, our hypothesis would be 
as follows: 
H1: Local assets (PADs) have a positive effect on the degree of disclosure in LKPDs 
In organizations, asset management is a very important issue. Larger size will not necessarily 
encourage local governments to increase their degree of disclosure in their financial reports. 
Local governments with larger size tend to have more complex bureaucratic systems and, 
therefore, asset management supervision of local government will be more difficult 
compared to those with smaller size. This will increase the probability of inaccurate 
recording of assets in financial report disclosure. Larger assets will certainly require proper 
management and more items to be disclosed, especially those related to maintenance and 
management of asset. A study by (Budiarto & Indarti, 2019) revealed that the size of local 
government has no significant effect. In contrast to the studies conducted by (Piotrowski & 
Van Ryzin, 2007); (Serrano et al., 2009); (Qowi & Prabowo, 2017); (Khasanah & Rahardjo, 
2014) argue that organizational size has a positive and significant effect on LGFR disclosure. 
Based on the findings of earlier researches, we formulate the following hypothesis: 
H2: Local government size has a positive effect on LGFR disclosure  
RWUs are accounting entities which are obliged to record the transactions occurred in local 
government institutions. More complex government system requires higher degree of 
disclosure in government financial reports. The number of RWUs represents the number of 
matters that local government must deal with in regional development. The more things to 
be prioritized in a government system, the more complex the matter it has to deal with and, 
therefore, the higher the level of disclosure required (Maulana & Handayani, 2015). 
(Suhardjanto & Lesmana, 2010); (Khasanah & Rahardjo, 2014) found that the number of 
RWUs has a positive and significant effect on the degree of disclosure in LGFR. In a similar 
vein (Mandasari, 2009) argued that more functional differentiation in local government 
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means more ideas, information and innovations to disclose. Based on the findings of 
previous researches, our hypothesis would be as follows: 
H3: The number of RWUs has a positive effect on the degree of disclosure in LGFRs 
Regional People’s Representative Council (DPRD) serves as the legislature in this country. 
DPRDs form important part of local administration together with the local government. 
DPRD as the people’s representative has a supervisory function, for example to keep the 
government running in accordance with the aspirations of the people and to oversee the 
reporting of financial information of the local government to be transparent and accountable. 
The larger number of DPRD members is expected to increase supervision of regional 
governments and, thereby, to improve LKPD disclosures. In this case, members of DPRD 
serve as the principals and local government as the agent. Supervision by the members of 
legislative body is intended to make sure that local governments fulfilled the tasks they have 
been entrusted with (Khasanah & Rahardjo, 2014). (Suhardjanto & Yulianingtyas, 2011); 
(Setyaningrum & Syafitri, 2012) found that the number of DPRD members has a positive 
effect on the degree of disclosure. 
H4: Legislature Size of Local Government has a positive effect on LKPD disclosure  
4. Research Methods 
The objects of this study are local governments at regencial/municipal level in the province 
of West Java. The units of analysis employed are the financial reports for the period 2014-
2017 which have been audited by BPK RI and possess fairly complete data regarding the 
variables used in this study. There are 27 local governments in West Java province consisting 
of 9 municipal governments and 18 regencial governments. The study employed purposive 
sampling, which is a sampling technique based on the researcher’s judgment and certain 
criteria (Sekaran & Bougie, 2016). The criteria we used in this research study are as follows: 
a. Financial reports of regency or municipal governments in West Java for the period 
2014-2017 have been audited by the provincial representative of the Audit Board of 
the Republic of Indonesia (BPK). 
b. Complete data for measuring the variables; 
c. Providing four components of LKPD: Budget Realization Report, Balance Sheet, 
Cash Flow Report, and Notes to Financial Statements;  
d. Providing the data on the number of SKPDs as accounting entities for the period 
2014-2017 in the LKPD/Report of Internal Control System Inspection Results; and  
e. Providing the data on the number of DPRD members for the period 2014-2017 in In 
Number of Regions of the respective Local government or as described in the 
official sites of the Local Government. 
The data were collected directly from West Java Representative of the Audit Board 
of the Republic of Indonesia (BPK). The population of West Java province was 
chosen because this province had a lower degree of disclosure in LKPD.  In fact, for 
the 2014-2015 fiscal year it had only a disclosure rate of 55% (Naopal et al., 2017) 
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compared to that of Banten Province with smaller government size yet reached a 
disclosure rate of 72%  (Ramdhani, 2016).  
 The observation took 4 years to achieve better results because the previous 
researchers have analyzed their data for less than 4 years (Setyaningrum dan syafitri, 2012; 
khasanan dan Raharjo, 2014; Naopal et al., 2017). In this study we observed a population 
sample of 108 people. This figure complies with the rule of thumb  that allow us to obtain 
better results if the number of samples employed ranges from 30 to 100 (Sekaran & Bougie, 
2016). 
Measurement of Variables  
As in earlier researches, the characteristics of local government are proxied by the assets and 
size of local government (Setyaningrum & Syafitri, 2012), while the complexity is proxied 
by the number of SKPDs and legislature size (Martani & Zaelani, 2011). 
 
Table 1. Measurement of Variables  
No. Measurement of Variables Sources 
1. 
DISC =  
Total items disclosed  
――――――――――― x 100 
Total items to disclose 
 
(Suhardjanto & Lesmana, 2010) 
2. 
WEALTH =Ln Total Pendapatan Asli Daerah  (Ramdhani, 2016) 
3. SIZE = Ln Total Aset (Hilmi & Martani, 2012) 
4. SKPD= total number of SKPDs (Suhardjanto & Yulianingtyas, 2011) 
5. U_LEG= total  member of DPRD  (Setyaningrum & Syafitri, 2012) 
 
Table 2. Research Sample 
 
Table 3. Statistic Descriptive 
Variable Min Max Mean Std. Dev 
DISC 
WEALTH 
SIZE     
SKPD 
ULEG 
33,33 
24,20 
20,13 
15 
35 
87,88 
29,00 
30,86 
211 
50 
48,8603 
26,8649 
28,5501 
56,98 
47,11 
11,63564 
0,88570 
1,38054 
23,804 
4,917 
 
 
 
Description Total Results 
Regencial LKPD  18 x 4 years 72 
Municipal LKPD  9 x 4 years 36 
 TOTAL SAMPEL 108 
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Table 4. Hypotesis testing  
Variable Β t Sig. Exp 
WEALTH 
SIZE 
SKPD 
ULEG 
4,015 
2,553 
0,001 
0,025 
2,929 
3,273 
0,021 
0,010 
0,004* 
0,001* 
0,983 
0,921 
H1: accepted 
H2: accepted 
H3: rejected 
H4: rejected 
F Value 9,261  0,000**  
Adjusted R Square   0,236 
** Sig < 1%; * Sig < 5% 
5. Results  
 
The results of descriptive statistic test (Table 3) indicate the mean value of 48,8603; 
minimum value of 33,33 and maximum value of 87,88 for disclosure. The mean values are 
26,8649 for local government asset, 28,5501 for local government size, 56,98 for the number 
of SKPDs, and 48,8603 for legislature size. The mean values for the above 4 variables are 
greater than the standard deviation. From this we can conclude that the data analyzed have 
a good representativeness.  
The result of analysis indicates that local government assets have a beta coefficient of 
4,015 and p-value of 0,004 (significant). The results of this study suggest that local 
government assets have a significant effect on the degree of disclosure in LKPDs in West 
Java. This indicates that the value of local government assets greatly determines the local 
government financial reporting. According to (Pratama et al., 2015) PAD is a factor that 
supports macroeconomic performance. Positive growth rate drives investment that will 
simultaneously improve regional infrastructure. Good regional infrastructure and high level 
of investment in a region will increase the PAD. Assets may also be considered as one proof 
of good performance of local governments in their financial management. Local 
governments with higher PAD are more likely to give better financial reporting in order to 
gain public support for their current administration. Taking this into account, all government 
activities will run smoothly and the public have access to regional asset management 
accountability.   Our results corroborate those of previous study (Setyaningrum & Syafitri, 
2012) suggesting that larger assets owned by local governments will put pressure on them 
to provide greater degree of disclosure.  Larger asset of local government is inseparable from 
an increasing level of public participation in paying taxes and from regional levies. 
Therefore, local government would be encouraged to provide more complete disclosure in 
their financial reports in order to become transparent and accountable (Lasward et al., 2008).  
The analysis reveals that local government size has a beta coefficient of 2,553 with a p-
value of 0,001 (significant). The results of this study prove that local government size has a 
significant effect on the degree of disclosure in LKPDs in West Java. This indicates that 
local government size highly determines the financial reporting of local governments. Local 
governments with larger size are more likely to have more complex financial management 
and, therefore, supervision of local government will be stricter (Pratama et al.,2015; Sari et 
al., 2016). Based on stewardship theory, local governments with larger size, as proxied by 
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their total assets, bear greater responsibility in financial statement disclosure (Khasanah & 
Rahardjo, 2014). 
Our analysis shows that the number of SKPDs has a beta coefficient of 0,001 with a p-
value of 0,849 (not significant). The results of the study reveals that the number of SKPDS 
has no significant effect on the degree of disclosure in local government financial reports. 
This holds true because the larger the number of SKPDs, the more complicated the 
coordination between them will become. Such a condition can lead to potentially innacurate 
recordings. Moreover, the management of local government investment, especially in 
financial aid such as revolving fund, requires coordination between SKPDs because each of 
them bears differentiated responsibilities for cash withdrawal, disbursement, and supervision 
of the actual implementation (Suharjanto and Yulianingtyas, 2011; Setyaningrum and 
Syafitri 2012). This put the government in an increasingly difficult position to oversee the 
SKPDs’ compliance to mandatory disclosure rules (Suhardjanto et al., 2010). 
Our analysis indicates that local government size has a beta coefficient of 0,025 and a 
p-value of 0,921 (not significant). This reveals that legislature size has no sifnificant effect 
on the degree of disclosure in LKPDs in West Java. Our results corroborate those of 
(Khasanah & Rahardjo, 2014) while, theoretically speaking, the larger the size of legislature, 
the higher the level of supervision would have been. This will have a positive effect on 
financial reports.  However, the supervision is not necessarily that high because quality 
supersedes quantity. The large number of DPRD members doesn’t mean that they serve 
better functions and roles, and therefore their supervision may not function optimally. The 
many issues about corruption committed by DPRD members can also be a reason for the 
decline in government performance which will then have an impact on the declining degree 
of disclosure in financial reports.  
6. Conclusion  
Based on the results presented above we may conclude, firstly, that  the characteristics as 
proxied by local government assets and size have a significant effect on the degree of 
disclosure. Secondly, the complexities as proxied by the number SKPDs and legislature size 
have no significant effect on the degree of disclosure. Therefore, we can further conclude 
that it would be better if the the comparison is between the characteristics and the local 
government complexities with respect to the disclosure in local financial reports. The results 
of this study also indicate that the average degree of disclosure in local government financial 
reports (LKPDs) at the regencial or municipal level in West Java over the period 2014-2017 
amounted to 49%.  
 
7. Limitations and Suggestions  
The limitation of this study are, first, we use only data from local government financial 
reports in West Java over the 4-year period (2014-2017). Future researches are expected to 
increase the sampel and the period of study because the number of sample affects the results 
of study (Alharbi & Drew, 2014). Second, the characteristics and complexities of local 
government   employed in this study explain only small part of the factors affecting the 
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degree of disclosure in local government financial reports. This means that there are many 
other factors such as the administrative period of local government, job specialization, 
financial independence ratio, and intergovernmental revenue that explain the degree of 
disclosure in the local government financial reports (Setyaningrum & Syafitri, 2012).   
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